
COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

In the Matter of: 

THE APPLICATION OF POTTER WATER SERVICE ) 
FOR RATE ADJUSTMENT PURSUANT TO THE ) CASE NO. 95-272 
ALTERNATIVE RATE FILINQ PROCEDURE ) 
FOR SMALL UTILITIES I 

ORDER 

On June 21, 1995, Potter Water Service (ttPotter Water") filed 

an application for Commission approval of a proposed increaoo in 

rates for water service pursuant to the Alternative Rate Filing 

Procedure for Small Utilities, 807 KAR 5:076. The proposed ratem 

would generate additional annual revenues of $5,770, an increase of 

20.8 percent above reported test-year revenues of $27,674. 

Commission Staff conducted a field review of the calendar year 

1994 test-period financial records. Based upon this review, 

Commission Staff issued its report on August 25, 1995, recommending 

a rate increase of $3,661. 

By Order dated August 25, 1995, Potter Water was adviead to 

file comments on the Staff Report or request a hearing within 15 

days or the case would stand submitted to the Commission for 

decision. In addition, the Staff Report was sent to Potter Water'o 

only commercial customer, Mother Nature Mountain Spring Water, No 

comments on the Staff Report or requests for a hearing have been 

received. 

The Commission, after considering the evidence of record and 

being otherwise sufficiently advised, finds that: 



1. Tho racommendatione and Findings contained in the Staff 

RopOrt, attachod hereto ao Appendix A, are supported by the evidence 

of racord, a m  reaoonable, and are hereby adopted as the findings of 

tho Cornmionion in thio proceeding and a m  incorporated by reference 
an if fully not out harein. 

2 .  The raten in Appendix 0 ,  attached hereto and incorporated 

horein, are the fair, juot, and roasonable rates for Potter Water 

and will produce grono annual rovonuee of $ 3 2 , 2 4 5 .  Theoe rate8 will 

allow Pottor Water oufficiant revenuao to meet ita operating 

expeneee and provida for futuro aquity growth. 

IT IB THEREFORE ORDERED that! 

1. The rateo contained in the Btaff Report and eat forth in 

Appendix B are approved for oervica rendered by Potter Water on and 

aftar tho dato of thin Ordor. 

2. The ratan propooed by Pottar Water will produce revenue in 

exceao of that found reaoonable herein and are hereby denied. 

3. Within 30  dayo of the date of this Order, Potter Water 

ohall filo with the Cornmisoion ita raviaed tariff setting out the 

rate0 approved herein. 

Done at Frankfort, Kentucky, thin 19th  day of Octohcr, 1995. 

PUBLIC BERVICE COMMIBBION 

ATTEST : 

p,bt;Q2, 
Emcut vu D rector 
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On June 21, 1995, Potter Watar Servico ("Potter Water") filed 

an application with tho Commiooion oeeking to hcressa its water 

rnteo purouont to the Altornotiva Rate Filing Procodure for small 

Utilities. 

annually in additional revsnueo, an incroaee of 13.1 percent over 

normalized toot-yoor revonuoo of $20,513. 

Tho propoocd rntoa would gonorate approximately $3,732 

In order to evaluate the requented increase, the Commission 

Staff ("Staff") chooc to perform a limited financial review of 

Potter Water'o operationo for tho tent period, calendar year 1994. 

since Pottor Wotcr roqueotod and rocoived Staff aosiotnnce in 

preparing thio application, the field review wa5 done prior to the 

filing of the application. Carl Salyer Combo conducted the review 

on May 22-23, 1995, at the home of Roy C. Potter, the owner of 

Potter Water. MT. Combo io rQopOnBiblC for thio Staff Report 

except for the oectiono on operating revenues and rate design which 

were preporcd by John Qeoghegan of the Commiooion'o Division of 

Ratee and Reoearch. 

During the course of the review, Potter Water waa informed 

that all proposed odjuotments to tear-yaar expenses must be 

supported by oome form of documontation, ouch as an invoice, or 
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thnt  n l l  nuch n d j u o t m o n t n  munt bo known and measurablo. Based upon 

tho f i r i d ingo  of thio report, StnfC rocommondn that Potter Watnr bo 

nuthorizod to incrotino i t n  annunl oporating revenueo by $3,661 ovor 

normalized rovcinuoo of $20,513, 

&QRQ 

Tho ncopo of tho roview wan limitod to obtaining information 

to dotormino whothor reportod teot-period operating revenueo and 

oxpenooo wero roprosentativo of normal operations. Insignificant 

or immatorinl diocropancioo woro not puroued and are not addreooed 

horoiri. 

EL 
QR- 

Staff performod n billing analyoio for Potter which indicated 

ito teat period revonuo from rates was $28,513 requiring an 

adjustment of $839 over Potter’a reported test year revenue from 

ratos of $27,674. 

Pottor Wator reportod toot-poriod operating cxpcnseo of 

$29,249 which it propooed to increaoe by $3,701. staff’s 

recommendntiono on Potter Water’o proposed adjuotmento are 

diocuoood in tho following oections: - q of- 

Potter Water reported no test-year management fee, but 

propooed an annual fee of $2,400. The Comrnieeion’e normal practice 

in caseD involving omall water utilities is to allow an annual 

management fee of $2,400 and Staff is of the opinion that such an 
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mount in appropriaco in this inetance, Therefore, Staff 

rocommendo Inclunion of an annual management fee of $2,400 for 

roto-insking purpoaeo. 

qe rv icm n 

Pottar Water reported teat-year legal and accounting expenee 

of $1,075, engineering flerviceo expense of $2,948, water analysis 

axpenoa of $1,001, and an annual expense of $1,200 for a certified 

operotor. Staff rocommendo that all of these expenses be 

raclaooified into Account No. 630 - Contractual Services. 
With regard to legal and accounting expense of $1,075, Potter 

Water paid $500 in legal fees related to Case No. 94-434l during 

the toot year. The Commimion'fl normal practice is to amortize 

ouch faan ovar a three-year period. Staff recommends that the $ 5 0 0  

in logal feeo be excluded from contractual servicee expense. This 

axpenoa will be diocuaacd further in a section on amortization 

expenne. The remaining $575, composed entirely of accounting fees, 

hao baon included in contractual oervicea expense for rate-making 

purpomo. 

With regard to engineering aervices expense of $2,948, Potter 

Wntor otatcd that the feea were paid for work related to a slow 

onnd filtration oyatcm required by the Environmental Protection 

Agency. According to Potter Water, this expense ie of a non- 

recurring nature and Staff recommends that it be excluded from this 

account for rate-making purposes. This expense will be discussed 

1 The Joint Application of Potter Water Service and Mountain 
Water Diatrict for the Transfer of Reeidential Water Service, Order 
Datod May 31, 1995 
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further in a section on amortization expense. 

Potter Water proposed to increase reported test-year water 

analysis expense of $1,001 by $1,381 due to more etringent 

requirements by the Kentucky Natural Resources and Environmental 

Protection Cabinet for water testing. Staff's review of the 

supporting documents determined that the increase to the test-year 

amount should be $1,390. Bob Arnetr of the Commission's 

Engineering Division reviewed the documentation provided by Potter 

Water and is of the opinion that the proposed adjustment ie 

reasonable. Therefore, Staff recommends that annunl water 

analysis expense of $2,391 be included for rate-making purposes. 

Altogether, Staff recommends that annual contractual servicea 

expense of $4,166' be included for rate-making purposee. 

Potter Water reported test-year miscellaneous expenee of 

$9,896. As mentioned previously in the section on contractual 

services expense, Staff recommends reclassification to the 

contractual services account of the following: legal and 

accounting expense of $1,075; engineering services expense of 

$2,948; water analysis expense of $1,001; and an annual fee of 

$1,200 for a certified operator. These expenses total $ 6 , 2 4 4  and 

Staff recommends inclusion of annual miscellaneous expense of 

$3,672 for rate-making purposes. 

1 Accounting Expense 
Water Analysis 
Certified Operator 
Total Expense 

$ 5 7 5  

r.200 iLLux 
2,391 
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Dpa rm c’ S A R  

potter Water reported tent.-yeiir  daprocintian axpoirue af 

!)‘I, 3’72, O f  that amaunt ,  32,035 wnn rolatnd to deprocintion on non- 

i it:i.I.ity property. S t a f f  recommando thnt deprnciation nxpenoa 

r~+.lat;ad to t h o  non-utility property ba oxcludod, nnd thnt annual 

deprsciatian expnnae of 3 3 , 3 3 7  be included for rnta-making 

purpasRs I 

- 

Dotter Water reported no tent-year nmortization axpanoa. Ao 

mentioned previously i n  t h e  section on contractual uervicoo, lognl 

expflnse a t  $500 was incurred during the taut year for oarvicoo 

related to another case. Since the Commiooion’u normal gractico io 

to a m o r t i z e  auch an exponae over u three-year period, Staff 

recommends t h a t  treatment in this inotanco and hoo includod annual 

arnartization expenaa of 3167, related to legnl oarvicao, for rate- 

rnnkinq purposes, 

Aa mentioned previously i n  the oection on contractual 

nervicoa, Potter Water also incurred enginoaring oarvicau oxganoa 

of; $2, ! )40  during the teot year. The Cornmionion normally allowo 

amortization of  uuch  an exponae aver a five-year poriod. Staff i n  

of t:hs opinion that such treatment iu appropriata i n  thio inotanca 

and hea included annual amortization oxpenoe of $590, rolotod to 

anginaering services, €or rate-making purgooeo. 

Altogether, staff recommend6 that annual nmortization axpanoa 

ob; 13757 be included Lor rate-making gurgosee. 
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.. 
Daaed an tha recommandntionn of Staff contained in thin 

report, Pottor Water's aparntiiiq stntemairc \mild ~~ppenr RO follows: 

Test Period Recommended ?Batmxr - - 
OPERATlNQ REVENUES s 2 7 , 6 7 4  $ 839 s a,= 

OPERATINO EXPENSES: 
Salaries and Wagao 
Management F0f) 
Chemicalo 
Materials & Supplies 
Contractual Sorviceo 
Transportation 
Inourance 
Miocellaneouo 
Depreciation 
Amortization 
Taxeo other Than Inc. 

Total Operating Exp. 

NET INCOME 

$ 7 ,  G R 8  
- 0 -  
157 

2 . 0 9 1  
- 0 -  
g a l  

2.309 --. - ~ - 
9 , 8 9 6  

-0- 
8 r  

5 , 3 7 2  

JLALAu 

S( 1.572) 

gal 

3.672 
~ J O P  

3; 337 
757 

815 
sAi iJu  

ZL 

The approach frequontly used by the Comwiooion to determine 

revenue requircmonto for omall, privotoly-owned utilitieo io the 

calculation of  an operating ratio.' 

This approach io uoed primarily when there is no baoio for a 

rate-of-return detormination or due to tho fact that the cost of 

the utility plant has been racovarod fully, or largely, through tho 

receipt of contributions, either in tho form of granto or donated 

property, As Pottor Water fits thio deecription, Staff recommendo 

uoe of an opcrating ratio for datermining revanuo raquirernente. 

Tho ratio generally used by the Commission in ordor to provide for 

I Operating ratio - operating oxpenoa/operating ravanue 
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t?qUiKy growth is 8 8  percent. In thin instance, use of an 8 8  

percent operating ratio applied to the adjusted test-year oporating 

expense results in a total revenue roquirement o€ $ 3 2 , 1 7 4  and nn 

increase of $3,661' in annual revenues. 

IL- 
Potter's current rates consist of a two-stap rate design €or 

residential customera with a minimum bill for the first 2 , 0 0 0  

gallons and a rate for each 1,000 gallono over 2 , 0 0 0 .  It also has 

a Small Bottling rate for its only commercial customer, Mother 

Nature Mountain Spring Water ("Mother Nature"), and a rate €or 

Large Bottling which Mother Nature or any other water bottling 

customer can use by entering into a 12-month contract with Potter 

aa established in Caoo No. 9 2 - 5 4 0  by Order dated June 18, 1993. 

Staff agrees with Potter's current rate design and recommends 

that any additional revenue needed be added to the existing rate 

atructure. The rates aet out in Appendix A will generate $ 3 2 , 2 4 5  

in annual revenue from rates, an adequate amount to cover Potter'o 

annual expenoos. 

4 Adjusted Operating Expense/Operating Ratio $ 28,313/.88 
Revenue Requirement .$ 3 2 , 1 7 4  
Loss: Normalized Test-Year Revenue 0 
Amount of Increase Required LiLaiA 
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Public Utility Financial 
Analyst, Senior 
Water and Sewer Revenue 
Requirements Branch 
Financial Analyaia Diviaion 

Communications, Water and 
Sower Rate Design Branch 
Rates and Research Division 
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APPENDIX A 
ROY POTTBR WATER SERVICE 

The following rateo aro rocommandad for cuatomara of! the Roy 

Potter Water Sorvico. 

First 2,000 gallons 
Over 2,000 gallons - - 
Firat 60,000 gallons 
Over 60,000 gallons - 
First 225,000 gallon!! 
Over 225,000 gallontl 

3 20.48 minimum bill 
2,40 par 1,000 gallona 

$ 779.00 minimum bill 
13.55 gar 1,000 gallonrr 

$2,413.24 minimum bill 
10.16 gar 1,000 gallone 
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APPENDIX B 

AN APPENDIX TO AN ORDER OF THE KENTUCKY PUBLIC SERVICE 
COMMISSION IN CASE NO. 95-272 DATED OCTOBER 19. 1995. 

The following rates and charges are prescribed for the 

customers in the area served by Potter Water Service. All other 

rates and charges not specifically mentioned herein shall remain 

the same as those in effect under authority of this Commission 

prior to the effective date of this Order. 

First 2,000 gallons 
Over 2,000 gallons 

-1 - 
First 60,000 
Over 60,000 - 
First 225,000 
Over 225,000 

$ 20.48 minimum bill 
2.40 per 1,000 gallons 

$ 779.00 minimum bill 
13.55 per 1,000 gallons 

$ 2,413.24 minimum bill 
10.16 per 1,000 gallons 


